
IN RE:
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OF SOUTH CAROLINA

DOCKET NO. 2011-158-E - ORDER NO. 2012-517
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Application of Duke Energy Corporation and )

Progress Energy, Inc. on Behalf of Their )

Electrical Utility Subsidiaries, Duke Energy )

Carolinas, LLC and Progress Energy )

Carolinas, Inc. to Engage in a Business )

Combination Transaction )

ORDER APPROVING

JOINT DISPATCH

AGREEMENT

I. INTRODUCTION

Pursuant to S.C. Code Ann. § 58-27-1300 (Supp. 2011) and S.C. Code Ann. Reg. 103-

823, on April 25, 2011, Duke Energy Corporation ("Duke") 1 and Progress Energy, Inc.

("Progress") 2 (collectively referred to as "the Applicants"), on behalf of their utility subsidiaries

Duke Energy Carolinas, LLC ("DEC") and Progress Energy Carolinas, Inc. ("PEC"), applied to

the Public Service Commission of South Carolina ("the Commission") for approval of the merger

of DEC and PEC, and approval of a joint dispatch agreement ("JDA"). 3 In their Application, the

Applicants explained that Duke and Progress have entered into a business combination

1Duke is a corporation organized and existing under the laws of the State of Delaware. Duke is the sole owner of
DEC. DEC is an electric public utility organized, existing and operating under the laws of the State of North
Carolina, and is authorized to generate, transmit and distribute electric power in its service territory in North
Carolina and South Carolina.

2Progress is a corporation organized and existing under the laws of the State of North Carolina. Progress is the sole
owner of PEC. PEC is an electric public utility organized, existing and operating under the laws of the State of
North Carolina and is authorized to generate, transmit and distribute electric power in its service territory in North
Carolina and South Carolina.

s This present Commission Order necessarily reflects the ruling made by the Commission on the basis of the record
before it as of 11:30 a.m. on July 2, 2012, when the Commission vote on this Application was taken, and does not
address any events occurring subsequent to that ruling.
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agreement ("the Merger Agreement") pursuant to which Duke will acquire all of the issued and

outstanding common stock of Progress in exchange for shares of Duke's common stock. 4

(Hereinafter the proposed merger of Duke and Progress shall be referred to as "the Merger".)

As part of the parties' presentation of evidence to this Commission at hearing on

December 12, 2011, we heard testimony concerning the Merger of Duke Energy Corporation

and Progress Energy, Incorporated. Based on the record before us, there is an absence of harm

to South Carolina ratepayers as a result of the proposed Merger. Therefore, we do not have to

reach the question of whether such harm, if present, would have justified jurisdiction of this

Commission over the Merger to the extent necessary to address such harm to this state's

ratepayers.

Under the terms of the Merger Agreement, Progress shareholders will receive 2.6125

shares of Duke common stock for each share of Progress common stock they own upon the

closing of the transaction. This exchange ratio will be adjusted to 0.87083 shares of Duke stock

for each Progress share, to account for a one-for-three reverse stock split to be effected by Duke

in connection with the closing of the transaction, as further described in the Merger Agreement.

The combined company will maintain the name of Duke Energy, with corporate headquarters in

Charlotte, North Carolina. Progress will become a subsidiary of Duke, and both Progress and

PEC will continue to exist as separate legal entities.

Subject to approval by the appropriate regulatory commissions, PEC and DEC plan to

merge into a single legal entity at some point in the future; however, such merger will not occur

until numerous aspects of the utilities' operations are addressed, including but not limited to

4Progress common stock owned by Duke or Progress (other than in a fiduciary capacity) will not be included in the
exchange. Such stock will automatically be canceled and retired.
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determinationof best businesspractices,operating procedures,equipment specifications,

uniformrateschedules,serviceregulations,andcomputersystems.

Pursuantto theJDA, PECwill transferoperationalcontrolof its generatingassetsto DEC.

The combinedDEC and PEC generatingassetswould thenbe jointly dispatchedto servethe

combinedloadof DECandPECin themostcosteffectivemannerpossible.

Intervenorsin the proceedingincludedthe SouthernAlliance for Clean Energy,the

EnvironmentalDefenseFund,the SouthCarolinaCoastalConservationLeague(collectively"the

EnvironmentalIntervenors"),SouthCarolinaElectric& GasCompany("SCE&G"), NucorSteel-

SouthCarolina("Nucor"), the City of Orangeburg,the SouthCarolinaEnergyUsersCommittee

("SCEUC"), Central Electric Power Cooperative,Inc., the Electric Cooperativesof South

Carolina,Inc., andthe InternationalBrotherhoodof ElectricalWorkers("IBEW"). The South

CarolinaOffice of RegulatoryStaff ("ORS") wasaparty pursuantto S.C.CodeAnn. § 58-4-10

(Supp.2011).

By letter datedSeptember13,2011, the Applicantsnotified the Commissionthat they

werewithdrawingtheirApplicationfor approvalof themergerof DECandPEC. TheApplicants

statedthat it wasprematureto be seekingsuchapprovalgiventhat theactualmergerof thetwo

utilities would not occur for severalyears. ORS and the intervenorsdid not opposethe

withdrawalof theApplicationfor approvalof themergerof PECandDEC.

A hearingin this matter was initially scheduledto begin October26, 2011, with the

Applicants' direct testimonyto be filed by September14,2011. On September14, 2011,the

Applicants filed the joint testimonyof JamesE. Rogersand William D. Johnson,and the

testimoniesof LynnJ.Good,Dr. JosephP.Kalt, andAlexanderJ.(Sasha)Weintraub.
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On October 4, 2011, ORS, Central Electric Power Cooperativeand the Electric

Cooperativesof SouthCarolina,Inc. filed a joint motion to hold the hearingand procedural

schedulein this matterin abeyanceuntil theFederalEnergyRegulatoryCommission("FERC")

ruledupon a marketpowermitigation proposalthat FERCrequiredthe Applicantsto file asa

conditionof FERCmergerapproval.On October10,2011,DECandPECfiled aresponseto the

joint motionto holdtheproceedingin abeyance.DECandPECdid notopposethejoint motion,

but requestedthattheCommissionrescheduletestimonyfiling datesandthehearingin thismatter

as soon as possibleafter the filing of the Applicants' mitigation proposalwith FERC. The

Commissiongrantedthemotionto holdthehearingandproceduralschedulein abeyance.

On October 24, 2011, ORS, Central Electric Power Cooperativeand the Electric

Cooperativesof SouthCarolina,Inc. filed ajoint motionto establishanew proceduralschedule.

By Order No. 2011-816,issuedNovember2, 2011, the Commission:grantedthe motion to

establishnewtestimonyfiling datesandhearingdate;rescheduledthehearingto beginDecember

12, 2011; requiredDEC and PECto file supplementaltestimonyon November10, 2011, to

discussthe marketpower issuesraisedby FERCin its September30,2011,orderconditionally

approvingtheMerger,andexplainingDEC's andPEC'smarketpowermitigationproposalfiled

with FERCin response;andscheduledintervenor,rebuttal,andsurrebuttaltestimonyto be filed

November17,2011,November30,2011,andDecember7,2011,respectively.

Pursuantto CommissionOrder No. 2011-816,DEC and PEC filed the supplemental

testimonyof AlexanderJ. Weintraubon November10,2011. On November17,2011,theORS

filed the direct testimonyof JonathanFalk, theCity of Orangeburgfiled the directtestimonyof

JohnBagwell, and the EnvironmentalIntervenorsfiled the direct testimonyof RichardHahn.
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DECandPECfiled thejoint rebuttaltestimonyof JamesE. RogersandWilliam D. Johnsonand

the rebuttaltestimoniesof Lynn J. Good,AlexanderJ. Weintraub,and Dr. JosephP. Kalt on

November30, 2011. On December8, 2011,the EnvironmentalIntervenorsandthe Applicants

enteredinto a SettlementAgreementwhich was submittedto this Commissionfor approval.

Concurrently,theEnvironmentalIntervenorswithdrew thetestimonyof RichardHahn. Also, on

December8,2011,in responseto theEnvironmentalIntervenors'withdrawalof thetestimonyof

RichardHahn,DEC and PEC withdrew the rebuttaltestimonyof Lynn J. Goodand filed the

revisedjoint testimonyof JamesE. RogersandWilliam D. Johnson,andthe revisedtestimonies

of AlexanderJ.WeintraubandDr. JosephP.Kalt.

The hearingon this mattercommencedas scheduledon December12,2011. At the

hearing,Len S.Anthony andKendalC. BowmanrepresentedPEC. Kodwo Ghartey-Tagoeand

Frank R. Ellerbe, III representedDEC. Courtney D. Edwards and Nanette S. Edwards

representedthe ORS. Christopher R. Koon, Douglas Jennings,Jr., and John H. Tiencken

representedCentral Electric Power Cooperative,Inc. and the Electric Cooperativesof South

Carolina,Inc. JamesN. Horwood andPabloO. Nueschrepresentedthe Departmentof Public

Utilities of the City of Orangeburg. Gudrun Elise Thompsonand J. Blanding Holman IV

representedthe Environmental Intervenors. Michael K. Lavangaand Robert R. Smith II

representedNucor. K. ChadBurgessrepresentedSCE&G. ScottElliott representedSCEUC.

On December13, 2011, the Applicants submitted a letter to the Commission to

memorializethe stipulationand commitmentmadeby the Applicantsduring the hearingheld

December12, 2011. The letter statedthat, as a condition for Commissionapprovalof the

proposedJDA betweenDEC and PEC, DEC and PECwill provide the Commissiona "most
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favored nations" commitment. Among other things, the "most favored nations" commitment

guarantees this Commission and DEC's and PEC's retail customers pro rata benefits equivalent

to those approved by the North Carolina Utilities Commission in its order ruling upon Duke

Energy Corporation's and Progress Energy, Inc.'s Merger Application. The December 13,2011,

commitment letter is attached to this order as Appendix A.

On December 14, 2011, the FERC issued an Order in which it found the Applicants'

proposed market power mitigation plan was inadequate to address the wholesale market power

concerns raised in the FERC's September 30, 2011, Order. On that same date, the FERC also

issued an Order dismissing the Applicants' Application for approval of the JDA without

prejudice to the Applicants' right to file revised proposals.

The Commission initially scheduled the filing of proposed orders for December 20,

2011. DEC, PEC, the ORS, Central Electric Power Cooperative, Nucor Steel-South Carolina

and the Electric Cooperatives of South Carolina, Inc. filed a Joint Proposed Order. The City of

Orangeburg also filed a Proposed Order.

On January 12, 2012, PEC and DEC filed with the Commission a letter containing a

status report of the Merger activities before the North Carolina Utilities Commission ("NCUC")

and FERC. On February 22, 2012, PEC and DEC filed with the Commission a copy of the

advance notice filed with the NCUC notifying the NCUC that Progress and Duke would be

filing a Revised Market Power Mitigation Plan with FERC upon the expiration of the notice

period. On March 26, 2012, PEC and DEC filed with the Commission the Revised Market

Power Mitigation Plan that was filed with FERC that same date. The Revised Market Power
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Mitigation Plan was filed by Progress and Duke pursuant to the FERC's December 14, 2011,

Order.

On May 16, 2012, PEC and DEC filed with the Commission a letter advising the

Commission that PEC and DEC had made certain commitments to the ORS with regard to the

Revised Market Power Mitigation Plan filed with FERC on March 26, 2012. The first

commitment relates to the allocation of costs associated with interim wholesale mitigation

power sales to be made by PEC and DEC for approximately 3 years following the close of the

Merger. The letter described the methodology to be used to allocate costs to these sales and the

calculation of a decrement rider to be filed by PEC and DEC to their retail South Carolina rates

within 30 days after the Merger closes to provide their South Carolina retail customers the

benefit of this allocation of costs away from retail to these wholesale sales. The second

commitment relates to the permanent transmission market power mitigation element of the

Revised Market Power Mitigation Plan. PEC and DEC committed not to seek recovery of any

of the costs associated with certain new transmission facilities constructed to mitigate the

merged company's wholesale market power from their South Carolina retail customers for a

period of five years following the closing of the Merger. After five years, PEC and DEC may

seek recovery of these transmission costs from their South Carolina retail customers if they can

show that, absent the Merger, the transmission facilities are needed to provide adequate and

reliable retail service and the construction of the facilities and incurrence of the costs would

have been reasonable and prudent. The letter's third commitment was a re-affirmation of their

commitment and guarantee, described during the December 12, 2011, hearing, and summarized

in the utilities' December 13, 2011, letter filed with the Commission, to provide their retail
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SouthCarolinacustomerspro ratabenefitsequivalentto thoseapprovedby theNorth Carolina

Utilities Commissionin its orderruling upon Duke's andProgress'Merger Application. The

May 16,2012,commitmentletter, alongwith the clarifying letterof May 21, 2012referenced

below,areattachedto thisorderasAppendixB.

On May 21,2012,PECandDECfiled afollow-up letterexplainingthatnothingthathad

occurredin theNCUC Mergerproceedingand noneof the commitmentscontainedin theMay

16, 2012, letter to the Commissionalter or affect the JDA. See Appendix B. The May 21,

2012, letter also clarified that the costs associated with the interim wholesale market power

sales would be allocated to those specific wholesale transactions and not PEC's and DEC's

wholesale jurisdiction as a whole.

By Order No. 2012-425, on May 23, 2012, the Commission ordered the parties to this

proceeding to file verified testimony by June 4, 2012, concerning the developments regarding

the Merger occurring subsequent to the December 12, 2011, hearing. The Commission asked

the parties to address, in particular, activities and filings before the NCUC and FERC.

Responses to such testimony were to be filed by June 11, 2012. The Commission further ruled

that it would decide on June 13, 2012, whether further hearings in this docket were required. On

June 4, 2012, PEC and DEC filed the additional direct testimony of Sasha Weintraub. On June

11, 2012, the ORS, Central Electric Power Cooperative and the Electric Cooperatives of South

Carolina, Inc., filed letters in support of approval of the JDA on a one year trial basis.

On June 8, 2012, FERC approved the JDA, PEC's and DEC's Joint Open Access

Transmission Tariff, and the Merger of Progress and Duke, with certain conditions, and

provided that certain revisions be made to the JDA. On June 12, 2012, PEC and DEC filed with
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the Commissiona revisedJDA reflecting the changesrequiredby FERC. In the transmittal

letter,PECand DEC explainedthat the revisionsdo not impactanyof the potentialsavingsto

berealizedfrom thejoint dispatchof PEC'sandDEC's generationfacilities, or otherwiseharm

SouthCarolinaretail customers.On June13,2012,PECandDEC filed the verified testimony

of SashaWeintraub,explainingtherevisionsto theJDA andaffirming that suchchangesdonot

harmSouthCarolinaretail customersorreducethebenefitsto bederivedfromjoint dispatch.

On June13,2012,by OrderNo. 2012-473,theCommissionorderedthat any responses

to the revisedJDA or the verified testimonyof SashaWeintraubhadto be filed by June 15,

2012. The Commissionfurther heldthat no furtherhearingswere necessaryandthat proposed

orderswereto be filed onJune22, 2012. Theonly filing madeby anyparty onJune15,2012,

wasa filing by the ORS statingthat they had no further comments. A Joint ProposedOrder

was filed on June 22, 2012, by DEC, PEC, the ORS, Nucor Steel-SouthCarolina, Central

Electric PowerCooperativeand the ElectricCooperativesof SouthCarolina,Inc. A Proposed

Orderwasalsofiled onJune22,2012,by theIntervenor,City of Orangeburg.

II. DISCUSSION

A. FERC APPROVAL OF THE MERGER AND JDA

As explained in the supplemental pre-filed testimony of Applicants' witness Weintraub,

on September 30, 2011, FERC conditionally approved the Merger of Progress and Duke.

However, FERC found "screen failures" with respect to the market for short-term energy during

the summer and winter periods in the DEC Balancing Authority Area ("BAA") and the summer

period in the PEC East BAA. A "screen failure" means that the increase in the concentration of

ownership of short-term energy resulting from the Merger exceeds certain thresholds
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establishedby FERC. As a result, FERC required PEC and DEC to submit a mitigation

proposalto eliminateany potentialfor the exerciseof marketpowerby PECandDEC during

theseperiods. Tr. pp. 150-152.

The Applicantssubmitteda marketpower mitigation proposalthat requiredPECand

DECto offer to sell for resalein their BAAs acertainamountof excessgenerationduringthese

time periods. PEC would be requiredto offer to sell all excessgenerationup to 500 MWs

duringthe summermonths. DECwould berequiredto offer to sell excessgenerationup to 300

MWs duringthe summermonthsand225 MWs duringthe winter months. Theprice at which

this excessgenerationwould be sold would be the averageincrementalcost of the generation

plus 10%. PEC andDEC would offer this energyon a daily basis. The proposed term of the

mitigation proposal was eight years. Under the proposed mitigation plan, both PEC and DEC

would be allowed to cancel any sale made if PEC or DEC needed that generation to reliably

meet its retail or native load firm wholesale customers' needs. Tr. pp. 152-153.

By Order issued on December 14, 2011, FERC found the Applicants' Market Power

Mitigation Proposal to be inadequate and afforded the Applicants an opportunity to file a

revised, more comprehensive, market power mitigation plan in order to obtain unconditional

FERC approval of the Merger and JDA. In his Additional Direct Testimony filed on behalf of

PEC and DEC on June 4, 2012, pursuant to the Commission's Order No. 2012-425, Mr.

Weintraub explained that on March 26, 2012, in response to FERC's December 14, 2011,

Order, the Applicants filed a Revised Mitigation Proposal with FERC. The Revised Mitigation

Proposal had two elements: an interim mitigation component that involved the sale of capacity

and energy to third party wholesale market participants; and a permanent mitigation component
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that involved the construction of new transmissionfacilities. As proposed,the interim

mitigation sales would terminate once all of the new transmission facilities had been

constructedandplacedinto service.

The interim mitigation saleswere proposedin recognitionof the fact that, until the

permanenttransmissionexpansionprojects are placed in service, FERC's market power

concernswould continue. DEC and PEC have enteredinto firm power salesagreements

("PSAs") with Cargill, Electricitie de France (EDF), and Morgan Stanleyto effectuatethe

interimmitigation sales.Theenergysoldpursuantto thePSAswill be firm in all hoursof those

seasonswhen mitigation is required. Thereare no restrictionson the useof energyby the

purchasersafter it is purchased.Any interruptionof deliveriesof energyby DEC or PECwill

resultin thepaymentof liquidateddamagesif thecontractprice of powerto besoldis belowthe

marketunlessthatinterruptionis excusedonforce majeure grounds.

Mr. Weintraub testified that sales under the PSAs will commence the first day after the

Merger is closed. The term of each of PEC's PSAs will extend through August 31, 2014. The

term of DEC's PSA will extend through February 28, 2015. These dates ensure that the interim

mitigation will be in place until the permanent mitigation transmission expansion projects are

expected to be completed.

Mr. Weintraub then explained that the Applicants' permanent mitigation proposal

consists of the construction of seven transmission expansion projects in order to increase

transmission import capability into the PEC East and DEC BAAs. The projects provide

permanent structural mitigation of FERC's market power concerns. In addition to these seven
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projects,PECis acceleratingthein-servicedateof PEC'salready-plannedGreenville- Kinston

DuPont230kV Line from 2017to 2015.

Accordingto Mr. Weintraub,thesetransmissionexpansionprojectscompletelymitigate

all marketpowerissuesin the DECBAA, andalsocompletelymitigateall marketpowerissues

in thePECEastBAA exceptfor the SummerOff-Peakin the BaseCase.To addressthis single

screenfailure, DEC andPEC indicatedthey werewilling to agreeto set-asidea portion of the

expandedtransmissioncapacity from the DEC BAA to the PEC East BAA. Under this

proposal,only unaffiliatedthird partieswould bepermittedto reservetheset-asideamountona

firm basis. This set-asidewould ensurethat DEC andPEC would not haveaccessto the set-

asideamountof transmissioncapacityinto the PECEastBAA from the Duke BAA on a firm

basis, and thereby would fully mitigate the one small screenfailure remaining after the

transmissionprojectsarecompleted.

Finally, Mr. Weintraubtestified that DEC and PECproposedthat threeaspectsof the

RevisedMitigation Proposalbesubjectto monitoringby PotomacEconomicsasan independent

monitor. First, PotomacEconomicswould monitor the PSAsto ensurethey remain in effect

until thetransmissionexpansionprojectsarecomplete. If any of the PSAsterminatedprior to

completionof thetransmissionprojects,PotomacEconomicswould monitorwhethersuchPSA

is replacedwith a new PSA undermateriallythe sametermsandconditions. Second,Potomac

Economicswould monitor the extent to which the Applicantsare pursuingthe transmission

expansionprojectswithin thescopeandtime frameprojectedandwill reportto FERCwhenthe

projectshavebeencompletedandplacedin service. Third, if FERCrequiresPECor DECto



DOCKET NO. 2011-158-E- ORDERNO. 2012-517
JULY 11,2012
PAGE13

set asideportionsof the enhancedtransmissioncapability createdby theseprojects,Potomac

Economicswouldmonitor the Applicants' compliance with such a transmission use limitation.

As referenced above, by letter filed with the Commission by PEC and DEC on May 16,

2012, PEC and DEC advised the Commission of certain commitments made by PEC and DEC

to the ORS with regard to the Revised Mitigation Proposal. The May 16, 2012, letter, along

with the clarifying letter of May 21, 2012, are attached as Appendix B to this Order. In this

letter, PEC and DEC stated that the costs of the generation capacity used to effectuate the

interim mitigation wholesale sales will be allocated to these sales. The capacity costs will be

calculated based upon the revenue requirement associated with a utility-specific proxy for the

capacity costs of the generating facilities expected to be on the margin during the months and

hours the sales will be made, which are assumed to be between July l, 2012, through May 31,

2015. DEC and PEC will each develop a decrement rider to their respective South Carolina

retail rates that reflects these capacity costs. DEC and PEC will file the decrement riders for

approval with the Commission and provide a copy to ORS within 30 days after the Merger

closes. Upon approval by the Commission, the decrement riders will be fixed and remain in

effect and without any future true-ups until the date the interim market power mitigation sales

terminate plus the number of days between when such sales began and the time the decrement

riders became effective. Provided, however, that if a portion of the interim sales terminate, the

riders shall be reduced in proportion to the terminated sales. Appropriate decrement riders will

continue in effect until such time as the utilities are relieved of their respective obligations to
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make the interim mitigation sales. The total system costs of capacity to be allocated away from

retail are $43,458,315 for DEC and $21,194,7595 for PEC.

DEC and PEC further committed not to seek to recover from their South Carolina retail

customers any of the non-fuel variable operating and maintenance costs associated with the

interim mitigation sales. They further committed not to seek to recover from their South

Carolina retail customers any revenue shortfalls resulting from, or any costs associated with, the

interim mitigation sales (including but not limited to any negative capacity payments), any

revenue deficiency resulting from energy revenues being less than the associated costs and any

payment of liquidated damages.

With regard to the permanent transmission mitigation plan, DEC and PEC committed

not to seek recovery of any costs associated with the transmission projects in their respective

South Carolina retail rates until the expiration of five (5) years following the close of the

Merger, and any such request must include a showing that, absent the Merger and the resulting

mitigation requirement, the project is needed to provide adequate and reliable retail service and,

at the time the request is made, the construction of the project and the incurrence of the

associated costs would have been reasonable and prudent. These cost recovery prohibitions do

not apply to the Greenville-Kinston-DuPont transmission line project because PEC is simply

accelerating the construction of this project.

Finally, DEC and PEC committed not to seek to recover from their South Carolina retail

ratepayers any costs associated with running their generating systems on a non-economic basis

as a result of their permanent transmission market power mitigation plan to run PEC's Roxboro

5 The DEC and PEC South Carolina retail allocable portion would be $10,316,657 for DEC and $2,283,121 for
PEC.
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and Mayo units at full output when necessary to push back against AEP/PJM power flows into

PEC in order to achieve improvement in firm import capability from PJM into PEC-East.

The commitments made by DEC and PEC regarding the Revised Mitigation Proposal

are the same as those made to the NCUC. The Commission finds that these commitments

properly protect and hold harmless DEC's and PEC's South Carolina retail customers and are

approved. DEC and PEC shall comply with and implement these commitments as described in

Appendices A and B.

As discussed more thoroughly below, the May 16, 2012 letter also re-affirms DEC's and

PEC's commitment and guarantee to provide their retail South Carolina customers pro rata

benefits equivalent to those approved by the NCUC in its order ruling upon the Merger

Application.

B. MOST FAVORED NATIONS STIPULATION AND BENEFITS OF THE MERGER

During the hearing DEC and PEC made the following commitment and stipulation:

As a condition for Commission approval of the proposed JDA between

PEC and DEC, PEC and DEC will provide the Commission a "most favored

nations" commitment and will also agree to the ORS proposal for approval of

the JDA on a one year trial basis. The "most favored nations" commitment

guarantees this Commission and PEC's and DEC's South Carolina retail

customers pro rata benefits equivalent to those approved by the North Carolina

Utilities Commission ("NCUC") in its order ruling upon Duke Energy

Corporation's and Progress Energy, Inc.'s Merger Application.

Tr. pp. 119-120. We also note that, to the extent allowed by South Carolina law, the "most

favored nations" commitment extends the protections of the revised Regulatory Conditions and

Code of Conduct adopted by the North Carolina Utilities Commission in its June 29, 2012,

Order approving the Merger to the South Carolina ratepayers of DEC and PEC. Tr. p. 119.
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Although the Commission'sfocus in this proceedingis on whetherthe JDA shouldbe

approved,the Commissionreceivedextensiveevidenceon theMergeraswell. TheApplicants'

witnessesRogers,Johnson,and Goodtestified that the combinedcompanywill be the largest

regulatedutility in theUnited States,which will possessthe sizeand scale,diversification,and

operationalexcellenceto be the foremost utility in the industry. This will translateinto

continuedfinancial strengthand flexibility for dealingwith circumstancessuchas changing

regulatoryrequirements,volatility in the capitalmarkets,economicdowntums,aswell asother

externalinfluences. Tr. pp. 25, 46-47. WitnessesRogers,Johnson,andGoodadvocatedthat

the Merger will producesignificantbenefitsfor PEC's andDEC's SouthCarolinacustomers.

Tr. pp. 26-27,47.

The witnesses further testified that, post-merger, Duke will maintain strong investment-

grade credit ratings. Both Moody's and S&P reviewed the proposed transaction and affirmed

the credit ratings of the combined company and its subsidiaries on the date of the Merger

announcement. Size, scale, and financial strength are important to investors in the utility

industry and will support the combined company's ability to attract capital on favorable terms,

which is a clear benefit to customers. Investors will also benefit from more stable returns

resulting from a higher proportion of the combined company's operations being regulated

businesses. For the year ended December 31, 2010, approximately 79% of Duke's business was

regulated, while post-merger regulated operations of the combined company will be 88% of its

business. Tr. pp. 25, 47.

Witnesses Rogers, Johnson, and Good testified that the combined company will have

greater assurance of access to capital, especially in challenging or volatile market conditions.
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Upon the close of the Merger, accordingto testimony, S&P's 'CreditWatch' with positive

implicationsdesignationis expectedto resultin anupgradeto the newcompany'sA- corporate

credit rating for Progress,PEC,and ProgressEnergyFlorida. Suchanupgradewould provide

additionalbenefit to Progress'customersby providing greateraccessto debt financingaswell

asa lowercostof debtthanwould otherwisebepossible.Tr. pp.25,47.

WitnessesRogersandJohnsontestifiedthattheutility industryfacesanextendedperiod

of extremelylargeinvestmentsin infrastructurereplacement,modernization,andexpansion.In

order to meet the future demandfor electricity, thesewitnessestestified that both companies

will have to invest in new generationthat will be more costly than the companies'current

averageembeddedcosts. PECandDEC arewell into this intensecapital investmentprogram.

PECis investingnearly $2billion in newnaturalgasfueledgeneration.DEC is investingover

$3 billion in new clean coal generationand natural gas fueled generation. Much of this

generationis simply replacingagingplantsthat the utilities haveconcludedareno longercost

effectiveto operate. Thecompaniesalsofacesignificantcostincreasesin orderto complywith

new proposed Environmental Protection Agency regulations and Nuclear Regulatory

Commissionregulations. The resultinglargeinfrastructureinvestmentcreatestwo challenges:

1) raising, on reasonableterms, the capital necessaryto finance the plant additions;and 2)

minimizing the coststo customersfrom building andoperatingthesenewplants. Accordingto

witnessesRogersand Johnson,the Mergerwill allow themto addressbothof thesechallenges

andto mitigatepotentialimpacts. Tr. p. 25.

WitnessesRogersandJohnsonemphasizedthat an importantoperationalbenefitof the

Merger is centralizedmanagementof thetwo companies'nuclearfleets. Duke operatesseven



DOCKET NO. 2011-158-E- ORDERNO. 2012-517
JULY 11,2012
PAGE18

nuclear units, and Progressoperatesfive. Eleven of these 12 nuclear units are in the

Carolinas--a geographicproximity that further strengthensthe benefits of operatingas one

large nuclear fleet and particularly supports the combination of these two companies.

Additionally, the witnesses stated that the depth and breadth of the combined nuclear

managementteam and workforce is expectedto enhancethe combinedcompany'sability to

operatetheseplantssafely,reliably, andcosteffectively. Tr. p. 26.

The Applicants anticipatethat, upon the actual integration of Duke's and Progress'

servicecompanies,additional cost savingsopportunitieswill be created. This integration

transitionis expectedto bea significantundertaking,andthesesavingswill occurover timeasa

resultof the combinationand assimilationof the companies'informationtechnologysystems,

supply chain functions, generationoperations,corporateand administrativeprograms,and

inventories. The Application indicates that there will be up-front costs associatedwith

integratingthesefunctionsto yield benefits,but futuresavingsin theseareasareexpectedto be

significant. TheApplicantstestifiedthat customerswill receivethebenefitsof thesesavingsin

future rateproceedings.WitnessesRogersandJohnsonemphasizedthat thesynergiesandcost

savingsthe Applicantsexpect to realizeover the long term, by merging the two companies'

servicecompanies,will help mitigate, to someextent, the cost increasesProgressand Duke

expectto experiencein thefuture. Tr. p. 26.

TheApplication explainsthatthecostsavingsrealizedthroughtheintegrationof thetwo

companieswill result in workforce reductions. Over time, Progress,Duke, PEC and DEC

expect their combined workforces to be reduced compared to continued operation as

unaffiliated companies. To the maximumextent possible,the Applicantscommit to manage
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thesereductionsthroughnormalretirements,employeeattrition, voluntaryretirementprograms

andsimilarmeasures,ratherthanthroughforcedlayoffs.

C. THE JOINT DISPATCH AGREEMENT AND OTHER SAVINGS

Regarding the JDA, the Applicants' witness Weintraub testified that, upon the closing of

the Merger, PEC and DEC will begin significant coordination of their operations. These

coordinated operations will produce significant operational efficiencies that will directly benefit

customers. The primary benefit will result from transitioning individual dispatch of PEC's and

DEC's generating assets to combined dispatch via the JDA.

Witness Weintraub testified that, consistent with PEC's and DEC's reliability and

contractual obligations as well as applicable laws and regulations, the JDA will allow DEC's

and PEC's generation resources to be dispatched as a single system to meet the two utilities'

retail and firm wholesale customers' requirements at the lowest reasonable cost. Under the

JDA, DEC will act as the joint dispatcher for DEC's and PEC's power supply resources. The

joint dispatch process will allow PEC and DEC to serve their retail and wholesale native load

customers more efficiently and economically than they can on a stand-alone basis. Witness

Weintraub explained that the JDA also provides a methodology for calculating the savings

generated by the joint dispatch process and for equitably allocating the savings between DEC

and PEC. Tr. pp. 133-134.

According to witness Weintraub, the JDA expressly provides that it is not intended to

act as a system integration agreement and that DEC and PEC will retain their obligations to

serve their own native load customers, to fulfill their own contractual obligations, and to operate
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their own transmissionsystemsand BAAs. DEC's andPEC's contractualobligationswill not

be changedby the JDA. This includestheir contractualobligationsunderexisting wholesale

power contractsand their obligationsunder the Virginia-Carolinas(VACAR) reservesharing

arrangement.Tr. p. 134.

WitnessWeintraubexplainedthat the joint dispatcherwill direct the dispatchof both

DEC's and PEC's power supply resources,which includesthe parties' generationas well as

their wholesalepower purchases. In addition, the joint dispatcherwill be responsiblefor

makingshort-term(lessthanoneyear)wholesalepowerpurchasesandsaleson behalfof DEC

andPEC. DECandPECwill retainindividual responsibilityfor enteringinto wholesalepower

transactionsof a year or longer. In carryingout its responsibilitiesunder the JDA, the joint

dispatcheris chargedwith achievingthe most economicdispatchplan to serveDEC's and

PEC's native load customers,consistentwith the provision of reliable service, industry

standards,andapplicablelawsandregulations.In effect,thejoint dispatcherhasthesamegoals

as the individual utilities prior to the adventof the JDA. The differenceis that the joint

dispatcherwill considerthe loadsand resourcesof both utilities, which will achievea more

economicresult than the utilities could achieveon a stand-alonebasis. The joint dispatch

function will employ the samemethodologiesas the security-constrainedeconomicdispatch

function eachcompanyperformspre-merger. The post-mergerprocesswill simply integrate

bothcompanies'generationresourcesinto thedispatchprocess.Tr. pp. 134-135.

According to witness Weintraub,in general,the joint dispatcherwill not distinguish

betweenthe utilities' resourcesin determininghow best to servethe combinedloadsof DEC

and PEC. Thejoint dispatcherwill haveto considervariousfactorsthat might constrainthe
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selection of power supply resources, such as contractual "must-run" obligations for certain

resources. Within such parameters, however, the joint dispatcher will treat the resources of both

utilities as available to serve the load of both DEC and PEC. To the extent that this results in

one utility over-generating (i.e., producing more energy than its load) and the other utility

under-generating, the imbalance will be handled through a dynamic schedule between the

parties' balancing authority areas. Tr. p. 136.

Witness Weintraub testified that each utility will bear the costs associated with its own

power supply resources, as defined under the JDA. For example, DEC and PEC will incur the

fuel and O&M costs associated with their own generating facilities. Similarly, each utility will

be responsible for the costs it incurs under its own power purchase contracts. After the fact, it

will be determined which utility (over-generating utility) provided energy to the other, how

much it supplied to the other utility (under-generating utility) in a given hour, and the amount of

the savings. The under-generating utility will compensate the over-generating utility at cost for

all of its expenses for providing the energy. In order to prevent one utility from unfairly shifting

costs to the other and to ensure a reasonable sharing of the savings generated by the joint

dispatch, an after-the-fact process will be used to allocate costs and benefits between the

utilities. Tr. pp. 136-137.

Under the after-the-fact allocation process for each hour, the joint dispatcher allocates

energy to three types of transactions that occurred during the hour: 1) New Non-Native Load

Sales; 2) Existing Non-Native Load Sales6; and 3) Native Load Sales. The energy allocation

process is done in descending order of energy cost (other than energy from "must-run" units)

6 As explained more thoroughly below, the FERC in its June 8, 2012 order approving the JDA required the
elimination of the distinction between New and Existing Non-Native Load sales.
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and identifies which power supply resourceswill be deemedto have servedeach classof

transaction. Oncethe energyallocationprocessis complete,the joint dispatcherappliescost

allocationprovisionscontainedin the JDA to achievea reasonableallocationof the costsand

benefitsof thejoint dispatch.Tr. pp. 137-138.

The after-the-factallocation processdeterminesfor each hour the costs each utility

wouldhaveincurredif its resourceshadbeendispatchedon a stand-alonebasis,without regard

to anyNon-Native Load salesopportunities. The differencebetweenthejoint dispatchcosts

andthe stand-alonecostsrepresentsthe costsavingsachievedbyjoint dispatch. Thesesavings

thenareallocatedbetweenPECandDEC basedon eachcompany'sshareof energygenerated

in eachhour. Tr. p. 139.

Under thejoint dispatchprocess,theenergycostattributableto eachutility's nativeload

will be the costs actually incurredby the utility for energyallocatedto native load service,

adjustedby the costallocationpaymentscalculatedby thejoint dispatcher,which will betreated

aspaymentsfor energytransfersbetweentheutilities. Thus,theenergycostultimately incurred

by eachutility to serveits native load will be equal to the stand-alonecosts it would have

incurred,but for the joint dispatcharrangement,less the utility's shareof the joint dispatch

savings.Thatwill be theamountthat eachutility passesthroughits retail fuel clauseandnative

load wholesalecontracts. This processwill result in an annual flow through of the joint

dispatchsavingsfor both retail andwholesalecustomers.Tr. p. 140.

TheApplicants' witness,Dr. Kalt, explainedthatthejoint dispatchof DEC's andPEC's

generationresourcesunder the JDA is expectedto reducethe combinedcompany'sfuel and

relateddispatchcostsby approximately$364million in the first five yearsafter theMerger is
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completed(2012-2016). Thesesavingscomefrom the useof the combinedsystem'slowest-

costavailablegenerationto meettotal customerdemand.Dr. Kalt testifiedthat, in performing

thejoint dispatchsavingsstudy, he relied on a commonlyusedsecurity-constraineddispatch

productioncostmodel to run optimizedleast-costproductionfor theutilities' individual BAAs

on a stand-alonebasis. He then ran the samemodel assuminga combined"joint dispatch"

acrossthe BAAs, holding constantassumptionsaboutload, fuel prices,existingcontracts,etc.

A net reduction in the total production costs requiredto servesystemloads representsthe

estimatedsavingsattributableto thejoint dispatch.Tr. pp. 172-173.

Dr. Kalt statedthat the estimatedcost savingsof jointly dispatchingthe DEC andPEC

generationfleets aredriven largelyby optimizing dispatchsoasto minimize fuel costs. This

optimizationresultsin lower fuel costsbecausethejoint dispatchcreatesa larger,more flexible

pool of operatingassetsto bedrawnuponwhenmakingoverall generationdispatchdecisions.

Jointdispatchenhancesthe ability to commitand substituteavailablecapacityat a lesscostly

generatingunit in oneBAA for amorecostlyunit thatotherwisewouldbe requiredto meetload

in anotherBAA absentthejoint dispatch.Tr. pp. 172-173.

Dr. Kalt explainedthatthe savingswill vary in magnitudefrom period to period. Using

basecaseassumptions,heestimatedthesavingsperyearto be:

BaseCaseSavings($mm)

2012 2013 2014 2015 2016 Total

$38 $49 $64 $97 $116 $364

Tr.p. 173.
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Dr. Kalt testified that the estimated benefits will vary if the underlying input

assumptionsusedin the dispatchmodel arechanged.To addressthis issue,heexaminedthe

effecton calculatedbenefitsof changingtwo importantmodelingassumptions- fuel pricesand

loadgrowth. By usinga low andhighrangefor bothvariables,hedeterminedthattheestimated

benefitsfrom joint dispatchrangefrom $249million with low load growth ($115million less

thanthebasecase)to $629million with high fuelprices($265million morethanthebasecase).

Henotedthat eventherelatively smallerestimatedpotentialbenefitsassociatedwith anextreme

low-loadgrowth casestill producepositive savings. Further, heconsidersthe estimatedjoint

dispatchcostsavingsto bea conservativeestimatebecausethe dispatchmodeldoesnot capture

additionalsourcesof benefitsassociatedwith joint dispatchthat offer real cost savingsto the

mergingparties,aswell asancillary benefitssuchasenhancedeconomicactivity. Specifically,

he statedthat the model doesnot (and cannot)capturethe ability of joint dispatchto take

advantageof daily fuel and electricity price volatility or potential benefitsthat can arisefor

capturingsavingswithin a givenhour,nor canthemodelcapturetheextentto whichfuturejoint

planningcouldfurtherreducethe costsof themergedcompanies.Finally, theancillarybenefits

to the localeconomyresultingfrom lower electricitypriceswerenot analyzed.Tr. pp. 174-175.

ORS witness,JonathanFalk, agreedthat the JDA shouldproducesignificant savings.

However,he raisedthree issues:(1) that hourly joint dispatchought to be feasiblewithout a

merger;(2) savingsin theaggregatedonot necessarilymeansavingsto eachindividual service

territory; and (3) the JDA only allocatesoperatingcost savingsleavingopenthe possibility of

cross-subsidizationof capitalcostson a going-forwardbasis.WitnessFalk suggestedthat DEC

andPECcould realizefuel savingsthroughthe implementationof someform of joint dispatch
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without amerger. He indicatedthat thesesavingscouldberealizedby PECandDEC forminga

tight power pool which is nothing more than a JDA without any merging of ownership.

However,DEC and PECwitnessDr. Kalt explainedthat DEC andPECcould not achievethe

samelevelof savingsasestimatedundertheir JDA if theyoperatedasunaffiliatedparticipants

in atight powerpool arrangement.This is becauseit is not possiblefor two unaffiliatedparties

to engagein the complex, day-to-dayreal time moment-to-momentdecisionsnecessaryto

implementthe operationalintegrationrequiredto realizesuchsavings. Dr. Kalt alsoobserved

that tight power pools may result in increasedexpensesand may impact the jurisdictional

authorityof theCommission.

Regarding the issues of the allocation of savings and the possibility of cross-

subsidization,witnessFalk acknowledgedthat, until the systemis upandrunning,it is virtually

impossibleto forecastthe importanceof theseissues. In order to allow PEC,DEC, ORS,the

Intervenors,andthe Commissionto evaluatethematerialityof theseconcernsandmeasurethe

benefitsof the JDA, he recommendedthe Commissionapprovethe JDA on a one year trial

basis.Tr. pp. 238-241. During cross-examinationby Mr. Tiencken,witnessFalk testifiedthat

the CentralElectric PowerCooperativeandthe ElectricCooperativesof SouthCarolina,Inc.,

supporta oneyeartrial period. Tr. p. 258.

In addition to the savingsto be realized from joint dispatch,PEC and DEC witness

Weintraubtestified that the significant coordinationbetweenPEC and DEC will also create

savings through the joint purchaseof fuel and fuel transportationand the sharing and

implementationof bestpracticesfor fuel procurementanduse. WitnessWeintraubsponsored

Exhibit No. 5 to theApplication,which is a studyperformedby Booz& Company("Booz") for
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the Applicants, that estimatesmerger savings for the fuel procurementactivities of the

combinedcompany. WitnessWeintraubexplainedthatBoozutilized specificinformationfrom

DEC and PEC and Booz's own experienceswith previousutility mergersto determinethe

forecastedfuel savingsfollowing theMerger. Tr. p. 140.

Witness Weintraub testified that both companiesneed natural gas, coal, and the

transportationservicesrequired to deliver these fuels. With regard to coal transportation,

witness Weintraub explained that, by aligning various transportationcontractsand taking

advantageof opportunitiesto maximize the economiesof scalefor the transportationof the

combined company's coal requirements, the combined company will reduce its coal

transportationcosts. Thetransportationsavingsopportunityfor the new companyis basedon

aligning thelowestratesacrosscommontransportationcontractsandcarriers.Tr. p. 141.

Turningto theprocurementof coal,witnessWeintraubtestifiedthattheannualcoalburn

of the combinedcompanywill rangefrom 23 to 28 million tonsover the next five years. By

optimizinga combinedfuel sourcingplanwith greaterscopeacrosscommoncoalsuppliers,the

combinedcompanywill reduceoverall coal procurementcosts. The combinedcompany's

purchasingrequirementswill enhanceits position as a leading buyer of coal and provide

increasedpurchasingpower in the marketplace,which will benefit customersthroughlower

costs.Tr. p. 141.

With regardto thetransportationof naturalgas,witnessWeintraubstatedthat,with the

additionof interstatenaturalgaspipelineagreementsby bothDEC andPECto supportnewand

existing natural gasgenerationin the Carolinas,the combinedcompanywill utilize common

natural gas transportationpaths and complementarylogistics for the combinednatural gas
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generationfleet. By maximizing theutilization of the combinedportfolio of interstatenatural

gaspipelineagreements,cost savingswill be achievedthroughshort-termand potentiallong-

term capacityreleasesinto the market. In addition, fuel savingswill be achievedby the

avoidanceof additionalfixed pipelinecostsby utilizing non-firm interstatepipelinetransactions

(backhauland pipeline segmentation)to servethe natural gasrequirementsof the combined

company.Tr. p. 143.

WitnessWeintraub explainedthat the combinedcompanyshouldbe able to achieve

substantialfuel savingsby the sharingof best practicesfor coal blendingat the combined

company'scoal powerplants. Overthepastfive years,PEChasinvestedmorethan$60million

in its scrubbedcoal units to improvethefuel flexibility of theseunits. Theseinvestmentshave

includedimprovementsto thecoal-firedboilers,aswell asthebalance-of-plantcomponentsthat

have expandedthe types of coal that can be reliably burnedat thesePEC coal units. The

expansionof coal typesthat canbe burnedat the PECscrubbedunits hascreatedcompetition

amongdifferent coal basins,resulting in overall lower fuel procurementcosts. Someof the

investmentshavebeenfor coal blending infrastructurethat has increasedblendingcapabilities

to achieveoptimalqualityblendsandprocurementeconomicsaswell astheblendingof cheaper

fuels during off-peak hours. The integration of thesebest practiceswithin the combined

companywill reducethefuel costsof thecombinedcompany.Tr. pp. 141-142.

Turning to othersavingsopportunities,witnessWeintraubtestified that bothDEC and

PEC utilize commonsuppliersandtransportationprovidersfor limestone. By leveragingthe

increasedlimestonevolume for the combinedcompany,DEC and PEC expectto lower the

deliveredreagentcostsof thecombinedcompanyby reducingboth thecommoditycostsandthe
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transportationcostsfor limestone. In addition to limestonecosts,the combinedcompanywill

have reagentcosts for the procurementof ammonia. The combined companyintends to

leverageits increasedpurchasingpowerby consolidatingits ammoniavolumeto achievemore

competitivecommodity pricing and transportationpricing than could be achievedby stand-

alonecompanies.Tr. pp. 142-143.

Another areaof savingsnotedby witnessWeintraubinvolvescombiningthenaturalgas

tradingandschedulingfunctionsfor DEC andPEC. Thecombinedcompanywill eliminatethe

needfor DEC to establisha naturalgastradingdeskandallow it to avoidtwo relatedpositions

that had beenanticipatedfor meetingthe needsof DEC's gas-firedgenerationfleet. Tr. pp.

143-144.

The Application explains that the Booz fuel savingsstudy (Exhibit No. 5) quantifies

thesevarioussavingsopportunitiesasfollows:

• the leveragingof eachentity's expertisein coal transportationservices

and coal procurementis estimatedto result in a combinedsavingsof

$115million overthefive-yearperiod2012-2016;

• savingsof $183.9million overthis samefive-yearperiodareexpectedto

be createdthroughthe applicationof coal blendingpracticesto DEC's

coaluse,similar to PEC'scurrentpractices;and

• coordinatingthe useof PEC's and DEC's interstatenaturalgaspipeline

capacityto the greatestextentallowed,reagentprocurementefficiencies,

and elimination of the needfor DEC to establisha natural gastrading
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desk,areestimatedto produceanadditional$31.8million of fuel savings,

for atotal of $330.7million overfive years.

Combinedwith the joint dispatchfuel savingsresults,grosstotal fuel savingsareestimatedto

be$694.7million over five years.

WitnessWeintraubstatedthat thejoint dispatchandfuel costsavingswill automatically

flow throughto the utilities' retail customersthroughtheir respectivefuel clauseproceedings.

He also explained that, upon the closing of the Merger, both PEC and DEC will file rate

decrementsto passthroughthe forecastedfuel savingsfor 2012. Tr. pp. 133,140. Therider

will be designedto provide PEC's and DEC's retail customersthe forecastedsavingsto be

realizedfrom the joint dispatchof their systemsas well as other fuel cost savingsduring

calendaryear2012. In eachof DEC's andPEC's fuel costproceedingsin the five yearsafter

Merger close, they will incorporatethe forecastedsavingsfrom the joint dispatchof their

systemsaswell asother fuel costssavingsfor eachof thoseyearsinto thecalculationof their

respectivefuel factors. They will also calculatea true-upof the forecastedamountsfor the

previousyearto theactuallyexperiencedsavings.

At the hearing,PEC and DEC guaranteedthat their retail and wholesalecustomers

would receivetheir allocablesharesof $650million in total systemfuel and fuel-relatedcost

savingsover five years. At the close of the fifth year, if actually achievedsavingspassed

throughto retail customersin DEC's and PEC's SouthCarolinafuel casesdo not total each

company's allocable portion of South Carolina's pro rata share of the $650 million in

guaranteedsavings,then DEC andPEC will flow throughtheir respectivefuel riders in their

next casestheir allocablesharesof the remainingobligation. In the eventthe actualsavings
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exceedtheguarantee,thoseadditionalsavingswill alsobe flowed throughto DEC's andPEC's

customers.

In theAdditional Direct Testimonyof witnessWeintraubfiled onJune4, 2012,pursuant

to the Commission'sOrderNo. 2012-473,Mr. Weintraubaddressedthe salientelementsof a

SupplementalAgreementandStipulationof Settlement(SupplementalAgreement)enteredinto

by DEC, PEC, and the NCUC Public Staff on May 8, 2012. This SupplementalAgreement

clarifies andmodifies anearlierAgreementandStipulationof Settlemententeredinto by DEC,

PECandtheNCUC PublicStaff onSeptember2, 2011. TheSupplementalAgreementclarifies

certain portionsof the JDA, createsadditional savingsfor DEC's and PEC's customers,and

addressescertainaspectsof the $650million fuel savingsguaranteeduring the first five years

following theMerger.

The first clarification concernshow off-systempurchasesandsalesareto be treatedin

determiningsavingsrealized by PEC and DEC from the joint dispatchof their generation

facilities. Thepartiesagreedthat, in orderto properlyaccountfor thebenefitsof joint dispatch

for purposesof calculatingthe JDA savingsportion of the $650million fuel savingsguarantee,

off-systemsalesandpurchaseswill beexcludedfrom thecalculation(in both thejoint dispatch

generationstack and the stand-alonegenerationstacks). Actual savingsthat result from

purchasesandthe displacementof highercostgenerationthat resultsfrom suchpurchaseswill

flow throughDEC's andPEC'sannualfuel chargeadjustmentproceedingsin the samemanner

suchlowercosts/savingshavebeentreatedpre-merger.

The secondclarification concernsthe increasedconsumptionof reagentsby DEC

resulting from its burning of non-traditionalcoalsdue to greateruseof coal blending. Fuel
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blendinggenerallyrefersto the exerciseof fuel flexibility in electricitygenerationandinvolves

the burning of coals with higher sulfur and ashcontents. Suchblendingwill result in the

consumptionof greateramountsof reagentsthanwould bethe caseif thehighersulfurandash

contentcoalswerenot burned. TheSupplementalAgreementclarifies thatthecalculationof the

$650million fuel savingsguaranteewill notbe reducedby theincreasedreagentcostsresulting

from the increasedconsumptionof reagentsassociatedwith fuel blending. The recoveryof

theseincreasedreagentcosts,if otherwisereasonableandprudentlyincurred,will beallowedin

DEC's annualfuel chargeproceedings.

The final clarification relatesto how savingsrealizedby DEC from greateruseof coal

blendingfollowing theMergerareto becalculatedfor purposesof the$650million fuel savings

guarantee.

Mr. Weintraubfurtherexplainedthat the SupplementalAgreementmodifiesDEC's and

PEC's earlieragreementwith the NCUC Public Staff that DEC's and PEC's North Carolina

retail customerswould receivetheir allocableshareof $650 million of total systemfuel and

fuel-relatedcost savingsover the first five yearsfollowing the closeof the Merger. He stated

that the reductionin naturalgaspricessincethe beginningof 2012hassignificantly impacted

PEC'sandDEC's opportunityto achievefuel savingsfrom coalblending. Exhibit No. 5 to the

Applicants' Merger Application indicatesthat savingsof $183.9million during the first five

yearsfollowing thecloseof theMergerareexpectedto beachievedthroughcoalblending. Mr.

Weintraubtestifiedthatthe dramaticreductionin naturalgaspricessincethe beginningof 2012

hasmateriallyreducedthe amountof coalbeingconsumedby PECandDEC. Currentforecasts

of natural gasprices do not indicateany materialchangein the relative prices of coal and
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natural gas in the nearterm. Therefore,over the next severalyears,PEC's and DEC's coal

consumptionis expectedto remainat thecurrentrelatively low levels. Thisreduceduseof coal

materially impactsDEC's forecastedability to achievethe $183.9million in coal blending

savingsduring thefirst five yearsafterthe Merger. As aresult,theNCUC PublicStaffandthe

Applicantsagreedthat, if attheendof thefive-yearperiod,(1) DECandPEChavenotachieved

all of the $650million in guaranteedsavingsin spiteof their bestefforts;and(2) thedeclinein

naturalgaspriceshas resultedin fewer tons of coal havingbeendeliveredto the threeDEC

generatingplantsdesignatedfor coalblendingin Exhibit 5andthereforeimpairedDEC's ability

to achievetheforecastedcoalblendingsavings,thenthe five-yearperiodwill beextendedby 18

months.

Mr. Weintraubemphasizedin his testimonythat PEC andDEC arestill committedto

providing both their SouthCarolinaandNorth Carolinaretail customerstheir allocableshares

of theguaranteed$650million in fuel savingsduring thefirst five yearsfollowing theclosingof

theMerger. However,heexplainedthat, at the time of the hearingbeforethis Commissionin

Decemberof 2011,no oneforesawthedramaticdecreasein naturalgaspricesthathasoccurred

in 2012or that naturalgaspriceswouldbe forecastedto remainat very low levels for thenext

severalyears. This reductionin naturalgaspriceshasresultedin naturalgasfired generation

being lessexpensivethan coal fired generation. If this situationpersists,then following the

MergerDEC will notbeburningenoughcoalat its Marshall,BelewsCreek,andAllen plantsto

achievethe forecastedsavingsof approximately$184million. Thus, Mr. Weintraubtestified

that DEC andPECneedanadditional18monthsto achievethe $650million in fuel savingsif

DEC is unableto burn asmuchcoal aswasoriginally forecasted.He emphasizedthat DEC's
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andPEC's SouthCarolinacustomersarerealizingandwill realizefuel savings,thesavingswill

just becreatedby the changesin the fuel marketsratherthan from coal blending. Eitherway

DEC's and PEC's customersenjoy significant savings,they will just be achievedin a manner

not originally contemplated.Of course,suchnaturalgasfired generationsavingswill not be

countedtowardtheachievementof the$650million guaranteein fuel savings.

Another modification addressedby Mr. Weintraubin his Additional Direct Testimony

relatesto the recoveryof capitalcostsassociatedwith achievingmergersavings.In recognition

of thedelay in theexpectedclosingof the Mergerfrom January1,2012,to theJune-July2012

time frame, the Applicantsand the NCUC Public Staff agreedthat their September2, 2011,

Agreementand Stipulation of Settlementshouldbe revisedto allow PEC and DEC to seek

recoveryof anyandall capitalcostsincurredto generatemergersavingsprovidedsuchcostsare

incurredwithin threeyearsof the closingof the Merger,exceptfor capitalcoststo achievefuel

blendingsavingsincurredby DEC. The SupplementalAgreementprovidesthat thereshould

not be any time limitation regardingDEC seekingrecoveryof coststo achievecoal blending

savings.Additionally, thestandardfor recoverywaschangedto allow PECandDECto recover

all capital costs incurred to generatemerger savings (including fuel blending savings) in

accordancewith normalratemakingpractices.

Mr. Weintraubexplainedthat, in considerationfor the NCUC Public Staff agreeingto

these clarifications and modifications in the SupplementalAgreement and Stipulation of

Settlement,PECandDEC agreedto waivetheir right to seekrecoveryof employeeseverance

costs. Thesecostsare forecastedto be$226,000,000on a systembasis. Mr. Weintraubstated

that the ORS,which is a party to the North Carolinaproceeding,has filed a letter with the
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NCUC generally supporting the SupplementalAgreement and Stipulation of Settlement,

includingthe 18-monthextension.

Mr. WeintraubalsoaddressedcertaincommitmentsDECandPECmadeto theORS in

settlementof the ORS' issuesin the North CarolinaMerger proceeding.Mr. Weintraubstates

that thesecommitmentscreateadditionalvaluefor DEC's andPEC'sSouthCarolinacustomers

that more than offset the 18-monthextensionto achievethe guaranteed$650 million in fuel

savings. He noted that DEC and PEC have agreedto makeannualcommunity supportand

charitablecontributionsin SouthCarolinafor four yearsfollowing thecloseof theMerger. The

annualcontributionswill be basedon DEC's and PEC's averagecontributionsover the time

period2006-2010. Theannualamountfor DEC is $1,866,862,andfor PECtheannualamount

is $788,000for an annualtotal of $2,654,862. In addition,DEC and PEChavecommittedto

makea contribution in the amountof $3.75million in the first year following the closeof the

Merger to supportworkforce developmentand low incomeenergyassistancein DEC's and

PEC's SouthCarolinaserviceterritories. Thecontributionwill beallocatedin proportionto the

numberof SouthCarolinacustomersservedby eachutility. Finally, Mr. Weintraubstatedthat

DEC andPEChavecommittednot to seekrecoveryof the employeeseverancecoststhey will

incur in reducingtheir workforcesto achievemergersavingsfrom their SouthCarolinaretail

customers.Thesecostsareforecastedto be$44,000,000on aSouthCarolinaretail basis.

The Commissionfinds that the changedcircumstancesdescribedby Mr. Weintraub,

alongwith the additionalvalueresulting from the commitmentsmadeby DEC andPECto the

ORS,justify the CommissionallowingDEC andPECanadditional18monthsbeyondthefirst
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five yearsfollowing the close of the Merger to provide their SouthCarolinaretail customers

their allocableshareof theguaranteed$650million in fuel savings.

As notedearlier,onJune8,2012,FERCapprovedtheJDA, providedthatDECandPEC

agreedto two revisions. Therequiredrevisionswerethedeletionof Sections3.2(c)(ii)-(iv) and

the elimination of the distinction betweenexisting non-nativeload customersand new non-

native load customers. On June 12, 2012,DEC and PEC notified the Commissionthat they

would agreeto theserevisionsand submitteda revisedconformingJDA. DEC andPECalso

indicatedthat they intendedto submitthe revisedJDA to FERCno laterthan 10daysafter the

close of the Merger. On June 13, 2012, DEC and PEC filed the Further Supplemental

Testimonyof SashaWeintraubexplainingtheJDA revisions.

In that testimony,Mr. Weintraubexplainedthat noneof the revisionsalter DEC's and

PEC's ability to achievethe forecastedfuel savingsor otherwiseimpair anyof thebenefitsof

theJDA to SouthCarolinacustomers.Hestatedthat Sections3.2(c)(ii)-(iv) of theJDA contain

languagethat DEC and PECwererequiredto insert into affiliate agreementspursuantto their

North Carolinaregulatoryconditions. The languageof Sections3.2(c)(ii)-(iv) is substantially

similar to languagein thoseregulatoryconditions.Therefore,thedeletionof this languagefrom

the JDA doesnot relieve DEC andPECfrom theseobligations. In fact, Mr. Weintraubnoted

that FERC statedin the paragraphdiscussingthe deletion of Sections3.2(c)(ii)-(iv) that "we

offer no view on the North Carolina Commission's authority to impose or apply such

requirementsin its proceedings." (FERCJDA Orderpage13,paragraph37). In addition,Mr.

Weintraubtestified that on June 13, 2012,the NCUC Public Staff filed proposedadditional
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regulatory conditions in the NCUC merger docket to address the deletion of this language from

the JDA. DEC and PEC do not oppose these revisions.

Turning to FERC's second revision, Mr. Weintraub explained that FERC required DEC

and PEC to eliminate the distinction in the JDA between sales to existing non-native load

customers and sales to new non-native load customers. He further explained that merging

existing non-native load sales and new non-native load sales into one class for purposes of the

JDA has no impact on the $650 million savings guarantee, because this revision only deals with

non-native load transactions and does not impact native load. Furthermore, he stated that the

class of existing non-native load sales is small, only two contracts, and that, when those two

contracts expire, the class of "existing non-native load sales" will disappear.

Finally, Mr. Weintraub testified that merging these two types of sales does not change

the total costs allocated to non-native load sales for purposes of the JDA. The resources

allocated to native load will only be those that remain after the highest cost resources have been

allocated to non-native load sales. The only difference will be that, instead of first allocating

the least expensive of these higher cost resources to "existing" non-native load sales and the

remainder to "new" non-native load sales, the most expensive resources will be allocated to

non-native load sales as a whole. Therefore, this change will not affect the allocation of costs to

native load.

D. OTHER ISSUES

The City of Orangeburg opposed approval of the JDA, not on the grounds that it will not

provide substantial savings to PEC's and DEC's South Carolina customers, but rather because,

Orangeburg argues, the Commission does not have jurisdiction to approve the JDA.
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As explainedearlier in this order,theJDA involvesthetransferof operationalcontrol of

PEC's generatingassetsto DEC. ThesePEC generatingassetsareusedand useful and are

includedin PEC'sratebase.Thus,pursuantto S.C.CodeAnn. § 58-27-1300,which is setforth

in its entiretybelow,Commissionapprovalis clearlyrequiredprior to their transferto DEC.

S.C.CodeAnn. §58-27-1300(Supp.2011)states:

No electrical utility, without the approvalof the commissionand compliance
with all otherexistingrequirementsof the laws of the Statein relation thereto,
may sell, assign, transfer, lease, consolidate,or merge its utility property,
powers,franchises,or privileges,or anyof them, ....without prior approvalof
thecommission..... Forpurposesof this section,"utility property"shall include
propertyusedand usefulto providecustomerswith electric serviceandwhich
has been properly included in the electric utility's rate base, including
constructionwork in progressorpropertyheldto servefuturecustomers.

Furthermore,elimination of certain languagein the JDA that the City finds offensive

will not provideOrangeburgthe relief it seeks.TheApplicants' witnessesRogersandJohnson

explainedin their rebuttaltestimonythat Orangeburg'sbasicconcernwith theJDA relatesto a

decisionby the NCUC regardingthe allocation of electric utility costsbetweenretail and

wholesalecustomersfor the purposesof establishingNorth Carolina retail electric rates.

Orangeburgbelieves the North Carolina cost allocation methodologyharms Orangeburg's

opportunitiesto purchaseelectricity in thewholesalemarketat favorablerates,thus it opposes

this cost allocation methodology.The proposedJDA is consistentwith the existing North

Carolinaretail/wholesalecost allocation methodology. Orangeburghas challengedthis cost

allocationprocessbeforetheNCUC andtheNorth Carolinacourtsandwasunsuccessfulin both

forums. A rejection of the JDA by this Commissionwill not alter thesedecisionsor the

NCUC's useof this costallocationmethodology.Tr. p. 35.
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III. FINDINGS OF FACT AND CONCLUSIONS OF LAW

After thorough consideration of the entire record, including the testimony and all

exhibits, and the applicable law, the Commission makes the following findings of fact and

conclusions of law:

1. DEC is an electrical utility as defined by S.C. Code Ann. § 58-27-10(7)

authorized to generate, transmit and distribute electric power in its service territory in South

Carolina.

2. PEC is an electrical utility as defined by S.C. Code Ann. § 58-27-10(7)

authorized to generate, transmit and distribute electric power in its service territory in South

Carolina.

3. Pursuant to S.C. Code Ann. § 58-27-140 (Supp. 2011), the Commission is vested

with general powers to supervise and regulate the service of electrical utilities and pursuant to

S.C. Code Ann. § 58-27-1300, the Commission must approve the transfer of any utility

transfer of operational control of PEC's generating assets asproperty, including the

contemplated by the JDA.

4. We find that the JDA is an interchange or interconnection agreement as

contemplated by S.C. Code Ann. § 58-27-865(E) and is not intended to act as a system

integration agreement and that DEC and PEC will retain their obligations to serve their own

native load customers, to fulfill their own contractual obligations, and to operate their own

transmission systems and balancing authority areas. Further, all rates and services of PEC and

DEC continue to be subject to the same oversight of this Commission as was the case before the

merger of Duke and Progress.
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5. We find that the joint dispatchprocesswill allow PEC andDEC to servetheir

retail andwholesalenativeloadcustomersmoreefficiently andeconomicallythantheycanona

stand-alonebasis.

6. We concludethat the savingsto be realizedby PECandDEC from the JDA are

real and substantial.No party to this proceedingpresentedanyevidencethat the JDA will not

producesubstantialsavingsfor PEC'sandDEC's SouthCarolinacustomers.The Commission

finds thattherevisionsrequiredby FERCdonot diminishthebenefitsof theJDA to DEC's and

PEC'sSouthCarolinaretail customers.

7. This Commission is mindful of the evolving nature of DEC's and PEC's

planningfor useof existingand futuregenerationresources.Until thetwo companiesareable

to constructIRPsthat benefitfrom full knowledgeof theothercompany'sneedsandresources,

it is uncertainhow their combined future decision-makingwill impact their ratepayers.In

addition,becauseof the sheersizeof their operations,it is also uncertainhow ripple effects

might impactotherutilities, otherSouthCarolinaratepayers,andour state'seconomy.

8. To addressanyissuesor risksassociatedwith the JDA andtheevolvingnatureof

the Applicants'planning,we find thatthe JDA shouldbeapprovedon a one(1) yeartrial basis

effectivewith the closingof theMerger. Theone (1) yeartrial basishasbeenrecommendedby

ORS,supportedby theElectricCooperativesandNucor,andagreedto by theApplicants.

9. We find that theCommissiondoeshavejurisdiction to approvetheJDA pursuant

to S.C.CodeAnn. § 58-27-1300(Supp.2011).

10. During the hearing the Applicants committed to a "most favored nations"

treatmentfor SouthCarolina. This commitmentensuresthat PEC's andDEC's SouthCarolina
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customersreceivethe samebenefits,on apro ratabasis,asthoseprovidedto PEC'sandDEC's

North Carolina retail customersas a result of the NCUC's Order ruling upon Duke's and

Progress'MergerApplication, including theadoptionof therevisedRegulatoryConditionsand

Codeof Conductto theextentallowableby SouthCarolinalaw.

11. DEC and PEC have guaranteedthat DEC's and PEC's SouthCarolina retail

customerswill receivetheir allocableshareof $650million of total systemfuel andfuel-related

costsavingsover five yearsupon closeof theMerger. DEC andPECshallhave 18additional

monthsto achievethe$650million in systemfuel andfuel-relatedcostsavingsif, at the endof

the five-yearperiod, (1) DEC andPEChavenot achievedall of the $650million in guaranteed

savingsin spiteof their best efforts; and (2) the decline in naturalgasprices hasresultedin

fewertonsof coal havingbeendeliveredto thethreeDEC generatingplantsdesignatedfor coal

blending in Exhibit 5. At the end of that period, if the savingspassedthrough to retail

customersin DEC's andPEC's SouthCarolinafuel casesdonot total eachcompany'sallocable

portion of SouthCarolina's pro rata shareof the $650 million in guaranteedsavings,then in

DEC's andPEC's subsequentfuel caseseachwill flow throughtheir respectivefuel riderstheir

allocable share of the remaining obligation. In the event the actual savingsexceedthe

guarantee,thoseadditionalsavingswill alsobeflowedthroughto DEC's andPEC'scustomers.

12. DEC and PEC have also madethe following commitmentsto the ORS as a

condition of approvalof the JDA: DEC and PEC shall makeannualcommunity supportand

charitablecontributionsin SouthCarolinafor four yearsfollowing thecloseof the Merger. The

annualcontributionswill bebasedon the DEC's andPEC's averagecontributionsoverthetime

period2006-2010.Theannualamountfor DEC is $1,866,862,andfor PECtheannualamount
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is $788,000for an annualtotal of $2,654,862.DEC andPECshall makea contributionin the

amountof $3.75million in thefirst yearfollowing thecloseof theMergerto supportworkforce

developmentand low incomeenergyassistancein DEC's and PEC's SouthCarolinaservice

territories. The contributionwill be allocatedin proportion to the numberof SouthCarolina

customersservedby each utility. DEC and PEC shall not seek recoveryof the employee

severancecoststhey will incur in reducingtheir workforcesto achievemergersavings. These

costsare forecastedto be $226,000,000on a systembasisand$44,000,000ona SouthCarolina

retail basis.

IT ISTHEREFOREORDEREDTHAT:

1. The Joint Dispatch Agreement,as approvedby FERC, is approvedby this

Commission on a one year trial basis effective with the closing of the Merger, and all

commitmentsmadeby the Applicantsasreferencedhereinareacceptedasa condition of such

approval;

2. As a condition of this Commission'sapprovalof theJoint DispatchAgreement,

PEC and DEC guaranteethis Commissionand PEC'sand DEC's retail customerspro rata

benefitsequivalentto thoseapprovedby the NCUC in its Order ruling upon Duke Energy

Corporation'sandProgressEnergy,Inc.'s MergerApplication, including,butnot limited to the

protectionsof the revisedRegulatoryConditionsandCodeof Conduct,to theextentallowable

by SouthCarolinalaw;

3. As a condition of this Commission'sapprovalof the JointDispatchAgreement,

PEC and DEC guaranteethis Commission and their retail and wholesalecustomersthat

customerswill receivetheir allocableshareof $650million in total systemfuel andfuel-related
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costsavingsover thefirst five yearsafter closeof the Merger. DEC andPEC,however,shall

have 18 additionalmonthsto achieveand passthrough SouthCarolina customers'allocable

shareof the $650million in systemfuel andfuel-relatedcost savingsif, at the endof the five-

yearperiod, (1) DEC andPEChavenot achievedall of the $650million in guaranteedsavings

in spiteof their bestefforts; and(2) thedeclinein naturalgaspriceshasresultedin fewertons

of coalhavingbeendeliveredto thethreeDEC generatingplantsdesignatedfor coalblendingin

Exhibit 5. At the endof thatperiod, if thesavingspassedthroughto retail customersin DEC's

and PEC's SouthCarolinafuel casesdo not total eachcompany'sallocableportion of South

Carolina'spro ratashareof the $650million in guaranteedsavings,then in DEC's and PEC's

subsequentfuel caseseachwill flow throughtheir respectivefuel riderstheir allocatedshareof

the remainingobligation. In theeventthe actualsavingsexceedtheguarantee,thoseadditional

savingswill alsobe flowedthroughto DEC's andPEC'scustomers.

4. As a condition of our approvalof the Joint DispatchAgreementDEC andPEC

shall: a) makeannualcommunity supportand charitablecontributionsin SouthCarolinafor

four yearsfollowing the close of the Merger. The annualcontributionswill bebasedon the

DEC's andPEC's averagecontributionsover the time period2006-2010. The annualamount

for DEC is $1,866,862,and for PEC the annualamount is $788,000for an annualtotal of

$2,654,862;b) makea contributionin theamountof $3.75million in thefirst yearfollowing the

closeof the Merger to supportworkforce developmentand low incomeenergyassistancein

DEC's and PEC's SouthCarolina serviceterritories. The contribution will be allocatedin

proportionto the numberof SouthCarolinacustomersservedby eachutility; andc) DEC and

PECshall not seekrecoveryof the employeeseverancecoststhey will incur in reducingtheir
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workforces to achievemergersavings.Thesecosts are forecastedto be $226,000,000on a

systembasisand$44,000,000onaSouthCarolinaretail basis.

5. DEC andPEC shall file electronicallywith the Commissiondecrementridersto

their SouthCarolinaretail rateswithin 30 daysof the closeof the Merger to passthroughto

their respectivecustomers:a) their allocablesharesof the $650million in systemfuel andfuel-

relatedcostsavings;andb) thecapacitycostallocatedto the interim wholesalesalesconsistent

with AppendicesA andB to this Order.

6. In additionto the reportscurrentlyreceivedby this Commission,DECandPEC

shall file with this Commissionall reportsrequiredby theNCUC's Orderon the Mergerissued

on June29, 2012(or which may be requiredby theNCUC in the future)as are relevantand

appropriateunder South Carolina law, e.g., the reports listed in Appendix C to this Order.

Further, copies of such reports should be provided to the ORS, as well as any other reports

which may be requested by the ORS. This Commission retains jurisdiction to determine the

appropriateness of the list of reports to be submitted to the Commission.

7. DEC and PEC shall provide within 30 days of receipt of this Order the final

versions of the Revised Code of Conduct, Regulatory Conditions, and the final version of the

Joint Dispatch Agreement and final version of the Mitigation Plan filed with FERC.

8. The Settlement Agreement between DEC and PEC and the Environmental

Intervenors is approved.

9. By May 2, 2013, interested Parties in the present docket shall submit proposed

procedures, including due dates for filings, for the one year review of the JDA, to be opened
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undera new docket. ThosePartiesshall includeproceduresfor reportingon the promisedfuel

andfuel-relatedcostsavings.

10. By July 2, 2013,DEC and PECshall certify compliancewith thecommitments

regardingworkforce development,low income energyassistance,annualcommunity support

andcharitablecontributions.

11. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDEROFTHE COMMISSION:

ATTEST:

(SEAL)

Jo_E. Howard, Chairman
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December 13, 2011

The Honorable Jocelyn (3. Boyd
Chief Clerk / Administrator

Public Service Commission of South Carolina

101 Executive Center Drive

Columbia, SC 29210

RE: SCPSC Docket No. 2011-158-E

Dear Mrs. Boyd:

The purpose of this letter is to memorialize the stipulation and commitment made by

Progress Energy Carolinas, Inc. ("PEC") and Duke Energy Carolinas, LLC ("DEC") during the
hearing in this docket held December 12, 201 I.

As a condition for Commission approval of the proposed Joint Dispatch Agreement

("JDA") between PEC and DEC, PEC and DEC will provide the Commission a "most favored

nations" commitment and will also agree to the ORS proposal for approval of the Joint Dispatch

Agreement on a one year trial basis. The "most favored nations" commitment guarantees this
Commission and PEC's and DEC's retail customers pro rata benefits equivalent to those

approved by the North Carolina Utilities Commission in its order ruling upon Duke Energy

Corporation's and Progress Energy Carolinas, Ine.'s merger application.

Very truly yours,

General Counsel

Progress Energy Carolinas, Inc.

LSA:mhm

STAREG2070

Progress Energy Service Company, LLC

t_,flu lib NI?//_i!l:)
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VIA ELECTRONI C FILING

Jocelyn G. Boyd, Esquire
Chief Clerk & Administrator

Public Service Commission of South Carolina

101 Executive Center Drive, Suite 100

Columbia, South Carolina 29210

RE: Application Regarding the Acquisition of Progress Energy Incorporated by Duke Energy

Corporation and Merger of Progress Energy Carolinas, Incorporated and Duke Energy

Carolinas, LLC - Docket No. 2011-15&-E (See also Docket No. 2011-68-E)

Dear Mrs. Boyd:

The purpose of this letter is to advise the Public Service Commission of South Carolina

(the "Commission") of certain commitments Duke Energy Carolinas, LLC ("DEC") and

Progress Energy Carolinas, Inc. ("PEC"), (collectively referred to in this letter as "the Utilities"),

have made to the South Carolina Office of Regulatory Staff ("ORS") with regard to the Revised

Market Power Mitigation Proposal ("Revised Mitigation Proposal") filed with the Federal

Energy Regulatory Commission ("FERC") by Progress Energy, Inc. ("Progress") and Duke

Energy Corporation ("Duke") on March 26, 2012. The Revised Market Power Mitigation

Proposal was filed by Duke and Progress pursuant to an order issued by the FERC on December

14, 2011, which rejected a previous mitigation proposal filed by Duke and Progress.

The Revised Mitigation Proposal has two elements: 1) an interim mitigation mechanism

that involves the sale of capacity ("Mitigation Capacity") and energy to new third-party

wholesale market participants ("Interim Mitigation Sales"); and 2) a permanent mitigation

proposal that involves the construction of new transmission facilities and a commitment to run

certain generating units in a specified manner ("Permanent Transmission Mitigation"). As

proposed, the Interim Mitigation Sales will terminate once all of the new proposed transmission

facilities have been constructed and placed into service. These two (2) market power mitigation

mechanisms create state retail cost recovery issues. To address these issues the Utilities have

made the following commitments to the ORS to hold their South Carolina retail ratepayers
harmless:

Progress Ene¢oyService gempHlf. LLC

Itah_i!_h.kC N802
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A° Interim Mitigation Sales

° The costs of the Mitigation Capacity will be allocated to the Utilities'

wholesale jurisdiction. These costs shall be calculated based upon the revenue
requirement associated with a utility-specific proxy for the capacity costs of

the generating facilities expected to be on the margin during the months and
hours the Interim Mitigation Sales will be made, which are assumed to be

between July 1, 2012 through May 31, 2015.

. DEC and PEC will each develop a decrement rider to their respective South

Carolina retail rates that reflects the Mitigation Capacity costs described in
subsection (1) above, calculated as follows:

a) The Mitigation Capacity MWs under contract for each period shall be

increased to reflect reserve margins contained in the Utilities' 2011 filed

Integrated Resource Plans.

b) The Mitigation Capacity MWs, including the associated reserve margins,

shall be multiplied by the number of hours that the capacity is contracted

for and the hourly capacity cost per MW based upon the agreed upon
utility-specific proxy.

c) These capacity costs shall include a rate of return on production plank

step-up transformer facilities, general plant, and associated rate base items.

Additional costs to be included are fixed O&M (which include an

appropriate allocation of Administrative and General ("A&G") costs,

depreciation expense, and general taxes. The total system costs of

Mitigation Capacity to be allocated away from retail are $43,458,315 for
DEC and $21,194,7591 for PEC.

d) Such capacity costs shall be allocated between and among jurisdictions

using the production plant allocation methodology approved in DEC's and

PEC's most recent general rate cases. For DEC and PEC, the current

Commission-approved methodology is Summer CP. Use of these

particular allocation methodologies shall not be considered as precedent in

any future cases, including general rate cases.

e) The decrement shall be determined by dividing each utility's Mitigation

Capacity total projected South Carolina retail capacity costs for July 1,

2012, through May 31, 2015, by each utility's projected South Carolina

retail kilowatt-hour sales for the same period in accordance with Appendix
A.

i The DEC and PEC South Carolina retail allocable portion would be $10,316,657 for DEC and $2,283,121 for PEC.

Appendix B
Docket No. 2011-158-E
Order No. 2012-517

July 11, 2012
Page 2 of 7
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. The Utilities shall file such decrement riders for approval with the

Commission and provide a copy to ORS within 30 days after the Merger

closes. Upon approval by the Commission, the decrement riders shall be fixed
and remain in effect and without any future true-ups until the date the Interim

Mitigation Sales are terminated plus the number of days between when such

sales began and the time the decrement riders became effective. Provided,

however, that if a portion of the interim sales terminate, the riders shall be

reduced in proportion to the terminated sales. Appropriate decrement riders
will continue in effect until such time as the Utilities are relieved of their

respective obligations to make the Interim Mitigation Sales.

. InterimMitigationSalesshallbe treatedas a separatecategoryof New Non-

Native Load Salesand shallbe deemed to have been satisfiedby the highest

cnergycostsassignedtoNew Non-Native Load Sales.

. The Utilities shall not seek to recover from their South Carolina retail

customers any of the non-fuel variable operating and maintenance costs

associated with the Interim Mitigation Sales.

. The Utilities shall not seek to recover from their South Carolina retail

customers any revenue shortfalls resulting from, or any costs associated with,

the Interim Mitigation Sales, including but not limited to any negative

capacity payments, any revenue deficiency resulting from energy revenues

being less than the associated costs and any payment of liquidated damages.

B. Permanent Transmission Mitigation

DEC and PEC will not assign costs associated with Permanent Transmission

Mitigation projects into their wholesale transmission rates until the later of the

expiration of the five-year FERC hold harmless period or such time as the

Utilities have received regulatory approval to assign those costs to their retail

native loads, effective on the date they are first permitted to begin recovering

those costs.

. The Utilities shall not seek recovery in their respective South Carolina retail

rates of any of the costs associated with the Permanent Transmission

Mitigation projects except as follows:

a) The Utilities may request recovery of costs associated with a Permanent

Transmission Mitigation project in their respective South Carolina retail

rates upon the expiration of five (5) years following the close of the

merger, and any such request shall include a showing that the requesting

utility also intends to pursue recovery from its wholesale customers

effective on the date it is permitted to begin recovery of such costs in its
South Carolina retail rates.

Appendix B
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.

.

b) Any request by DEC or PEC to recover the costs associated with a

Permanent Transmission Mitigation project in its South Carolina retail

rates must be supported by evidence sufficient to show that, absent the

merger and the resulting mitigation requirement, (i) the project is needed

to provide adequate and reliable retail service, and (ii) at the time the

request is made, the construction of the project and the incun'ence of the

associated costs would have been reasonable and prudent.

c) If the requisite showing has been made pursuant to (a) and (b) above, the

Utilities may seek inclusion of only the net depreciated cost of the

Permanent Transmission Mitigation projects at the time of the request, and

shall not request any deferral of any costs associated with the projects for
ratemaking purposes.

d) If subsequent to the inclusion of the costs associated with a Permanent

Transmission Mitigation project in South Carolina retail rates, DEC or

PEC is not successful in incorporating the correct jurisdictional share of

those costs into the cost-based formula rate prescribed by its FERC

approved Open Access Transmission Tariffs and, therefore, does not

recover all of such costs from its wholesale or firm transmission-only

customers, then the corresponding proportionate share of such costs that
have been approved for inclusion in retail rates shall be removed and

refunds made accordingly (e.g., if 20% of the costs allocated to wholesale

are not recovered, then 20% of the portion allocated to retail shall be

excluded and refunded).

Paragraph B.I above does not apply to the Greenville-Kinston-DuPont

transmission line project. PEC may seek to include the costs associated with

this line in its South Carolina retail rates any time after the line is placed in

service, in accordance with normal ratemaking practice requirements.

The Utilities shall not recover from their South Carolina retail ratepayers any

costs associated with running their generating systems on a non-economic

basis as a result of the FERC Permanent Transmission Mitigation commitment

to run the Roxboro and Mayo units at full output when necessary to push back

against AEP/PJM power flows into PEC in order to achieve improvement in

firrn import capability from PJM into PEC-East. PEC, through special

operating procedures 2 maintained at its Energy Control Center ("ECC"), shall

(a) document each instance in which any of the Roxboro and Mayo units

operate out of merit dispatch order and (b) specify each instance during which

the approved procedure for implementing the Permanent Transmission

The ECC will monitor the AEP Danville/East Danville transmission line that interconnects with PEC's system
north of the Roxboro and Mayo plants, and, if line-overloading issues associated with power flows from PJM
into PEC are found at a time that the Roxboro and Mayo units are not operating at full power output, the ECC
will direct both the Roxboro and Mayo plants to increase their output to full power, per the special operating
procedures for this type of situation.
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Mitigation commitment was used. For each use of the procedure, the

following information shall be included by PEC in its monthly fuel report:

• the date, exact times, and duration;

• a detailed description of the order of dispatch under the joint dispatch

agreement that would have occurred if the procedure had not been used;

• the incremental difference in fuel, fuel-related, and variable O&M costs,

on a joint dispatch basis; and

• the effect on joint dispatch savings to be split between DEC and PEC.

C* DEC and PEC re-affirm their commitment and guarantee contained in the

Utilities' December 13,2011 letter filed with the Commission in this same docket

to provide their retail South Carolina customers pro rata benefits equivalent to

those approved by the North Carolina Utilities Commission in its order ruling

upon Duke's and Progress' merger application.

D° The commitments described in this letter are contingent upon the FERC

approving the Revised Mitigation Proposal in Docket No. ECI 1-60-004; the Joint

Dispatch Agreement between DEC and PEC, re-filed with the FERC on March

26, 2012, in Docket Nos. ER12-1338-000, ER12-1347-000, and ER11-3306-000;

and the Joint Open Access Transmission Tariff, as re-filed in Docket Nos. ER12-

1343-000, ER12-1345-000, ER12-1346-000, and ERll-3307-000, all without

material condition or change.

By copy of this letter we are serving the same on all parties of record. Should you have

any questions, please do not hesitate to contact me.

Respectfully yours,

Len S. Anthony
General Counsel

Progress Energy Carolinas, Inc.

LSA:rnhm

cc: Parties of Record

STAREG2536
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DUKE ENERGY CAROUNAS AND PROGRESS ENERGY CAROUNAS

Revenue Requirement of FERC Mitigation Capacity

Summary of 35-Month SC Retail Decrement Rider

Effective for Service Rendered July 1, 2012 through May 31, 2015

SCRetail Mitigation Capacity Allocation

Forecast SC Retail kWh Sales

Decrement S/kWh Sales

Billing Adj. - SC GRT and SCPSCUtility Assessment Fee

Proposed SC Retail Rider S/kWh

Ij

Footnotes:

1/

2/

Duke Energy Progress Energy
Carolinas Carolinas

($10,316,656) ($2,283,121)

63,634,708,399 19,100,771,698

($o.oooi62) (SO.OOO12O)

1,004536 1.003010

($0.000163) {$0.00012)

1/Based on Stipulated Methodology,and 2010 Cost of Service Study for DEC, 2011 Cost of Service Study for PEC

2/Based on September 2011 IRP Filing o e
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ProgressEnergy
May 21, 2012

Mrs. Joeelyn O. Boyd
Chief Clerk / Administrator

Public Service Commission of South Carolina

101 Executive Center Drive

Columbia, SC 29210

Dear Mrs. Boyd:

The purpose of this letter is twofold. First, Progress Energy Carolinas, Inc. ("PEC") and
Duke Energy Carolinas, LLC ("DEC") wish to affirm to the Commission that neither the

Supplemental Agreement and Stipulation of Settlement entered into by Progress Energy, Inc.,
Duke Energy Corporation and the North Carolina Public Staff, filed with the North Carolina

Utilities Commission on May 8, 2012, nor the commitments made by DEC and PEC to the

Office of Regulatory Staff described in my letter of May 16, 2012, alter or affect the Joint

Dispatch Agreement (".IDA"). The forecasted savings to be produced by joint dispatch have not

decreased and the terms and conditions have not changed. The only relationship between the

JDA and the Supplemental Agreement is the forecasted savings from joint dispatch are included

in the projected $650 million of total system savings. The provision of the Supplemental

Agreement that allows DEC and PEC an additional 18 months to achieve the $650 million in fuel

savings is associated with the possibility that the utilities will not bum as much coal as was

assumed in estimating the coal blending savings, not joint dispatch.

Secondly, PEC and DEC wish to clarify a statement contained in the commitment letter

filed with the Public Service Commission on May 16, 2012 in Docket No. 2011-158-E. In

Section A. 1 of the letter, under the heading Interim Mitigation Sales, it states that "The costs of

the Mitigation Capacity will be allocated to the Utilities' wholesale jurisdiction." This statement

was deficient, standing alone, to accurately describe the wholesale allocation. The capacity costs

in question will be allocated to the actual mitigation wholesale sales, not PEC's and DEC's

wholesale jurisdiction in the aggregate. To the extent the revenues received by PEC and DEC
from these sales are less than the allocated costs, PEC's and DEC's shareholders will absorb that
loss.

Yours very truly,

Len S. Anthony

General Counsel

Progress Energy Carolinas, Inc.
LSA:mhm

s'rARC-G2545

ProgressEnergyServiceCompany,LLC
I'1) (t_lx15bI
R_Jtci!ih,N(:2/502
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Appendix C
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Order No. 20i2-517

July 11, 20i2
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Selected Reports Required by the North Carolina Utilities

Commission's Order Issued on June 29, 2012 on the Merger

of Duke Energy Corporation and Progress Energy, Inc.

1. Monthly reports of tracked fuel savings with monthly fuel reports.

2. FERC Form 1.

3. Integrated Resource Plans.

4. Notice of Filing or Contract for RTO Membership or Withdrawal.

5. Cost Allocation Manuals with respect to goods or services provided by DEC or
PEC, etc.

6. Report of any business combination transaction savings.

7. Changes to Electric Cost of Service Manuals.

8. Reports of Duke Energy capital contributions to DEC and PEC.

9. Notice of affiliate bankruptcy.

10. Notice of merger, acquisition or other business combination of DEC or PEC

impacting rates or services or those that are not expected to impact rates or
services but are > $1.5 billion.

11. Report of violations of Regulatory Conditions and Code of Conduct or Code of
Conduct.

12. Request for waiver of aspects of Code of Conduct.


